
June 19, 1995

Mr. William F. Caton
Secretary
Federal Communications Commission
Room 222
1919 M Street, NW
Washington, DC 20554

ORGANIZATION FOR THE PROTECTION
AND ADVANCEMENT OF SMALL

TELEPHONE COMPANIES

21 DUPONT CIRCLE, N. w., SUITE 700
~SHINGTON,D.C. ZOOS,

202f851J-51190. 202f8511-481I1IF1tX)
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DOCKET FILE COpy ORIGINAl

Re: The National Exchanee Carrier Association Inc.
Proposed Revision of Part 69 of the
Commission's Rules to Allow for Incentive
Settlement Options for NECA Pool Companies
RM 8389
DA95-1133

Dear Mr. Caton:

Please find enclosed for filing the original and eleven copies of the Organization for the
Protection and Advancement of Small Telephone Companies' comments in the above-captioned
proceeding.

Thank you for your assistance in this matter.

srm~
Lisa M. Zain~
General Counsel
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.L.. INTRODUCTION

On November 5, 1993, the National Exchange Carrier

Association (NECA) petitioned the Federal Communications

Commission (FCC or Commission) to allow it to offer incentive

settlement options to local exchange carriers (LECs) that

participate in the NECA pOOlS.l NECA's Petition recommended two

incentive settlement options for pool companies -- the Profit

Sharing Incentive Option and the Small Company Incentive Option

along with additional proposals for NECA pool efficiency. On

lproposed Revision of Part 69 of the Commission's Rules to
Allow for Incentive Settlement Options for NECA Pool Companies,
RM 8389, NECA Petition for Rulemaking, filed November 5, 1993
(Petition) .
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May 15, 1995, NECA filed Supplemental Comments to its 1993

Petition which replaced the Pool Profit Sharing Incentive Option

with a Customer Dividend Option. 2 This modification responds to

the Commission's recent Price Cap Review Order which found that

sharing and low-end adjustment mechanisms should be eliminated as

part of a permanent price cap plan for exchange carriers. 3 On

May 19, 1995, the FCC released a Public Notice establishing a

pleading cycle on NECA's Supplemental Comments. 4 In response to

the Commission's Notice, the Organization for the Protection and

Advancement of Small Telephone Companies (OPASTCO) hereby submits

its comments in support of NECA's Supplemental Filing.

OPASTCO is a national trade association of more than 450

independently owned and operated telephone companies serving

rural areas of the United States and Canada. Its members, which

2The National Exchange Carrier Association Inc. Proposed
Revision of Part 69 of the Commission's Rules" to Allow for
Incentive Settlement Options for NECA Pool Companies, RM 8389,
NECA Supplemental Comments, filed May 15, 1995 (Supplemental
Comments, Supplemental Filing) .

3Price Cap Performance Review for Local Exchange Carriers,
First Report and Order, 60 Fed. Reg. 19526-02 (April 19, 1995),
FCC 95-132 (reI. April 7, 1995) (Price Cap Review Order).

4Pleading Cycle Established, NECA Files Supplemental
Comments to Petition for Rulemaking to Allow for Incentive
Settlement Options for NECA Pool Companies - RM 8389, Public
Notice, DA 95-1133, May 19, 1995 (Notice).
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include both commercial companies and cooperatives, are small and

rural LECs serving over 2 million customers. Many OPASTCO

members participate in the NECA pools and may be interested in

having the option to adopt an incentive regulation plan. NECA's

proposed settlement options, which were designed specifically for

small and mid-sized LECs, could afford them these opportunities.

In its comments on NECA's 1993 Petition, OPASTCO supported NECA's

proposed pool incentive options with the understanding that they

are not meant to replace any of the settlement alternatives

currently available to small and rural pooling LECs. OPASTCO

continues to support NECA's incentive settlement options with the

same proviso and believes that the newly proposed Customer

Dividend Option improves upon its predecessor by providing

immediate customer benefits.

:I:I • COMMENTS

NECA's proposed Customer Dividend Option would add an

explicit customer dividend of 0.65 percent to the calculations

that set the settlement rates. In addition, the plan would

freeze LECs' rates for two-year periods, thereby implicitly

creating a productivity factor equal to the rate of inflation.

OPASTCO believes that this Option provides a more than reasonable

productivity hurdle compared with the 1.3 percent differential
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the Commission recently adopted under Price Caps to eliminate

profit sharing. 5 The Commission must continue to acknowledge

that the LECs which participate in NECA's pools have limited

opportunities for productivity improvements due to their lack of

scope and scale economies. OPASTCO believes that the Customer

Dividend Option would provide a strong incentive to many small

LECs to strive for challenging productivity gains while the

resetting of rates every two years to the authorized rate of

return would curtail the profit potential. Most importantly,

reducing the settlement rates by the customer dividend would

lower access costs for NECA's pools, which, in turn, may lead to

reductions in NECA tariff rates charged to customers.

NECA's Small Company Incentive Option, which is modeled

after Part 61.39 of the Commission's rules,6 would provide

significant cost efficiency incentives to Subset III study areas

with less than 50,000 access lines. Under this option,

historically based settlement rates are frozen for two years and

then reset to the authorized rate of return at the end of each

two-year period. Thus, the productivity factor equals the rate

of inflation. NECA correctly states that LECs with less than

5price Cap Review Order at para. 199-200.

64 7 C.F.R. 61.39.
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50,000 lines have even less opportunity to exploit economies of

scale and scope and therefore guaranteeing cost reductions equal

to the rate of inflation would be a strong efficiency commitment

for these companies.? OPASTCO believes that the productivity

factor, combined with the inherently greater volatility of cost

and demand changes associated with these small study areas, would

produce a proper balance between risk and reward for these LECs.

Central to NECA's proposed incentive settlement plans is

that they are optional and do not supersede any of the current

settlement choices currently available to pool members. Although

OPASTCO does believe that these incentive plans were designed

with the characteristics of small and mid-sized LECs in mind,

their inherent riskiness will not be appropriate for all pooling

small and rural LECs. Thus, NECA's incentive settlement plans

should be adopted as options to afford pooling companies the

opportunity to continue to choose cost pooling or average

schedules.

Another defining element of NECA's incentive settlement

options is the ability of LECs to maintain their membership in

the NECA pools. Continued membership in the NECA pools would

lessen some of the risks inherent in these types of plans by

7Supplemental Comments at 9.
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allowing pool members to continue to receive pooling benefits

which have served them and their customers so well. Among these

benefits are centralized tariff administration and ratemaking

which have been essential to the operations of many small LEes

that are not able to perform these functions individually. Thus,

these plans would also maintain the efficiencies inherent in

membership in a pool.
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III. CONCLUSION

OPASTCO supports NECA's pool incentive settlement options as

proposed in their Supplemental Comments. These plans will

provide small and rural LECs and their customers the opportunity

to enjoy the benefits and challenges of incentive regulation that

the Commission has previously adopted for those companies that

no longer participate in the NECA pools.8 OPASTCO recommends

that the Commission adopt NECA's pool incentive settlement

options as additional choices to those already available to

pooling LECs. OPASTCO also recommends that the Commission adopt

NECA's additional proposals for pool efficiency presented in

their 1993 Petition.

Respectfully submitted,

THE ORGANIZATION FOR THE
PROTBCTION AND ADVANCBMENT
OF SMALL TELEPHONE COMPANIES

~r~ahi!l~
General counseY--

OPASTCO
21 Dupont Circle, NW
Suite 700
Washington, DC 20036
(202)659-5990

June 19, 1995

8Supplemental Comments at ii.
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CERTIFICATE OF SERVICE

I, Vanessa L. Fountain, hereby certify that a copy of OPASTCO's comments was sent
on this, the 19th day of June, 1995, by first class Unite States mail, posta e prepaid, to
those listed on the attached sheet.

Vanessa L. Fountain



ITS, Inc.
2100 M Street N.W.
Suite 140
Washington, D.C. 20037

DA 95-1133
RM 8389


